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HOW MUCH INVENTORY?
By MARY F. CASTLEN, Atlanta Chapter, ASWA
Approximately 250 years ago, Shake­
speare compared the whole world with a 
stage where the people were but actors in 
a play. This figure of speech is appropriate 
for a discussion of inventories in which 
business enterprises are the stages.
College students form a vast audience 
who hope to gain knowledge from their ob­
servations and find an interesting pattern 
in all businesses. The study of this pattern 
for success or failure is familiarly known as 
a study in Management. This study involves 
three factors: inventory, capital and labor. 
The task of management is to control and 
coordinate these factors into the highest 
degree of productivity.
That phase of management dealing with 
the control of inventory is the subject of 
this discussion. This field of enterprise re­
quires cooperation as well as coordination 
between management and the accounting 
department. Though the manager must de­
pend on the accountant for guidance, the 
accountant must look to the manager for 
execution of the accountant’s suggestions. 
Management and the accounting department 
must work together for analysis and inter­
pretation of the data covering inventories.
Inventory is basically an asset intended 
for resale. When it is not a finished prod­
uct ready for resale, it is generally com­
prised of raw materials, work-in-process 
and finished goods. Proper scheduling of 
these forms of inventory depends upon the 
information furnished by the accountant 
and upon the degree of efficiency exercised 
by the supervisor. Since inventory is a 
current asset, it is a part of the working 
capital which is used as an index of the 
degree of success of a “going conern”. When 
inventory is increased out of proportion to 
production, then liabilities such as accounts 
payable and notes payable must be increased 
faster than current income. This reduces 
the working capital and undermines the 
stability of the organization. Intelligent 
scheduling avoids this pitfall.
Successful planners make every effort to 
keep the number of stock units within the 
limits necessary for production. In other 
words, a separate analysis for each item or 
group of items is made with the idea of 
increasing the turnover rate and decreasing 
the capital investment in inventory. The 
turnover ratio is the number of times per 
year that the inventory of any item or group 
of items is sold or replenished. The prin­
ciple involved in establishing the “bank” of 
inventories is to carry an adequate, but not 
excessive, amount of materials on hand at 
all times. Maximum and minimum inven­
tory limits should be specified on all items, 
recognizing production requirements and 
the length of time it will take to secure de­
liveries on material replacements.
Sales-forecasting, a highly specialized 
field, is another factor in determining in­
ventory limits. It is neither accounting not 
management, but a scientific combination of 
the two. A successful company must deter­
mine its potential for increase or decrease 
in sales. The records form the historical 
approach to the solution, but this is only 
half of the problem. The other half lies 
in knowledge of the field or universe wherein 
lies the demand for the company’s product.
Even a casual study of past records will 
indicate a pattern or trend and the elements 
which influence this trend. These elements 
may be related to the national business 
cycle, weather conditions, politics, or geo­
graphical developments.
One half of the value of an inventory 
manager is directly proportional to his 
general knowledge. The other half of his 
value is proportional to his ability to ana­
lyze and evaluate past records. In other 
words, to be perfect the inventory manager 
must by looking forward and backward at 
the same time be able to keep going “up­
stage.”
Such a careful control of inventories 
reduces loss due to obsolescence and spoil­
age. Analysis often discloses obsolete items 
in the inventory which will never be used 
in production. The sale of these items, even 
at a loss, eliminates carrying charges and 
provides storage space which can be em­
ployed more profitably. This analysis of 
waste in inventory presents a challenge 
to management. It furnishes an opportunity 
for management and the accounting depart­
ment to coordinate their respective func­
tions for maximum economy in the cost of 
production. In this connection, the scientific 
methods of cost accounting give factual basis 
for the decisions relative to inventory con­
trol.
When loss due to obsolescence has been 
resolved, it is possible to concentrate on 
the primary function of inventory, that is, 
its active part in combination with capital 
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and labor to produce maximum profit to 
the owners, service to the community and 
satisfaction to the workers.
Adequate stock control results in that 
amount and kind of merchandise being used 
which will make the greatest possible con­
tribution to the net profit of the business. 
It is the basis of sound purchasing and 
merchandising practice. An efficient system 
of inventory control permits a firm to keep 
its stock on hand as small as possible and, 
at the same time, avoid shortages of ma­
terials which cause interruptions in the 
productive process or which dangerously 
limit the sales opportunities. As a result 
of these two advantages, stock control per­
mits a firm to operate with less capital. 
Storage charges, price declines due to fall­
ing market, and loss due to obsolescence 
are additional economies effected by ade­
quate stock control.
Skillful scheduling of raw materials, 
work-in-process, and finished goods is based 
on the formula for inventory turn-over, 
the schedule that may be expected for de­
liveries of raw materials, the anticipated 
requisitions during production and the 
orders expected for finished goods. It is not 
necessary for the alert manager to know 
all of these facts and schedules, but he must 
have information and must know how to use 
the facts reported to him by the various de­
partments.
Inventory may be handled through peri­
odic or through perpetual methods. The 
method is determined primarily by the type 
of articles involved and convenience in 
record-keeping. Management will determine 
the system which is most efficient in ade­
quately recording this asset.
Finally, it seems logical that competent 
control of inventory is not only reflected 
in increased capital, but also observed in 
labor, the third element which is essential 
to complete operation. Reduced confusion 
in the purchasing department, adequate 
service on requisitions and prompt deliveries 
in the shipping room are some of the re­
sults which reduce friction among the per­
sonnel. This guidance affecting the workers 
is assuming increasing importance in the 
success of an organization. This is that in­
tangible something which makes the work­
ers feel that “the show must go on.” Pride 
in the job automatically follows such a 
spirit.
It seems axiomatic that a proud and 
happy personnel working with adequate in­
ventory to create added capital which in 
turn will benefit the personnel is a circle 
that approaches perfection. This is the type 
of “show” that investors might call “The 
Blue Chips.” The college student in the 
audience watches in amazement the perfec­
tion of the acting, the plot, the coordina­
tion, the props, the scenery, and the director. 
If this student will accept intelligent 
changes and criticisms, he may have talent 
and acquire sufficient training to be one 
of the great actors in industry some day. 
Furthermore, America can furnish the stage 
and props for this same lowly student to 
become the conductor of a great opera, 
“Industrial Excellencia,” because the pos­
sibilities are infinite in the fields of to­
morrow.
* * *
(Continued from page 14) 
countant this industry offers some of the 
greatest opportunities for success and lead­
ership in production, sales, research and 
finance. 
* * *
(Continued from page 10) 
sidered:
1. Internal check and control should be 
most detailed where most needed. This 
determination is based on the proba­
bility of loss and the cost of control 
in relation to the accuracy to be 
gained. This requires careful evalu­
ation of both procedures and person­
nel. There is a danger of a false sense 
of security where the control set up 
does not meet the specific situations, 
or is not adapted to the abilities of 
those who are expected to operate it.
2. Any system of control is only effective 
insofar as it is understood and fol­
lowed.
Constant attention is needed to see that 
these two essentials are being met.
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report on a five-year comparative basis. One 
company had its Funds Statement on a ten- 
year comparative basis.
The Funds Statement was not born in 
the 1950’s as its present growth might in­
dicate. Around 1930-35, the statement was 
often referred to as the “Where Got” and 
“Where Gone” Statement wherein was pre­
sented a summary of balance sheet changes. 
The statements took various forms but one 
of the often used forms followed a balance 
sheet arrangement where the balance sheets 
for two consecutive years were compared 
and the net change for each balance sheet 
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